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LOAN  CAPITAL:  HOW  TO  DEAL  WITH  IT. 


Y object  in  bringing  forward  this  subject  is  to  call 
attention  to  the  need  there  is  for  instructing 
societies’  committees  and  secretaries  as  to  the  conditions 
required  by  law  to  be  observed  by  those  societies  which 
receive  and  deal  with  money  on  deposit  other  than  as 
ordinary  share  capital.  One  would  think  that  there 
would  have  been  no  necessity  to  do  this,  seeing  that 
the  Co-operative  Union  has  from  time  to  time  issued 
full  instructions  in  regard  to  this  matter.  But  past 
experience  has  shown  that  many  societies,  even  some 
large  ones  whose  officials  ought  to  know  better,  are  in 
the  habit  of  dealing  with  large  sums  of  money  as 
deposits  in  a manner  not  permitted  by  law,  and  afso  in 
such  a way  as  to  give  no  security  to  those  who  trust 
them.  I mean  that  many  societies  are  constantly 
receiving  on  deposit  (practically  at  call  from  their 
members  and  others)  large  sums,  said  to  be  in  the  way 

of  loans,  for  which  no  security  is  given  other  than  a 
pass-book. 

It  is  prohibited  by  the  Industrial  and  Provident 
.Societies  Act  for  societies  to  act  as  bankers  unless  their 
share  capital  is  all  transferable,  and  not  withdrawable. 

on  deposit  in  the  manner  before  men- 
tioned comes  within  the  scope  of  banking.  It  is  there- 
fore wrong,  and  consequently  no  security  can  be  given 
for  such  deposits.  I will  just  recall  to  your  notice  the 
remarks  of  our  late  General  Secretary  (Mr.  Vansittart 
Neale),  which  he  published  in  the  “Model  Rules  and 
Forms  for  a Penny  Bank  and  Loan  Department.” 
They  are  as  follows  : — 

Up  to  the  passing  of  the  Industrial  and  Provident 
Societies  Act  (1876),  money  withdrawable  on  demand 
could  not  properly  be  received  by  any  society,  except 
in  payment  of  subscriptions  upon  withdrawable  shares, 
because  such  deposits  belong  to  the  business  of  banking. 
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The  present  Industrial  and  Provident  Societies  Act 
permits  money  on  deposit  to  be  received  by  any  society 
if  it  does  not  exceed  10s.  on  any  one  payment,  or  £20 
for  any  one  depositor,  and  is  withdrawable  at  not  less 
than  two  days’  notice.  And  to  such  deposits  it  gives 
effectual  protection,  by  making  it  an  offence  for  any 
society  which  takes  them  to  make  payments  for  with- 
drawable shares  w^hile  any  claim  due  to  depositors  is 
unsatisfied. 

In  consequence,  societies  can  establish  penny  banks 
for  the  receipt  of  sums  not  exceeding  the  limits  above- 
mentioned,  without  the  necessity  of  doing  anything 
more  than  framing  rules  to  regulate  the  deposits  and 
withdrawals. 

All  moneys  beyond  these  limits  received  by  a society 
which  has  any  withdrawable  share  capital,  except  as  pay- 
ments on  shares,  should  be  treated  as  loans,  for  which  the 
society  must  give  a security  to  the  lender  ; and  if  with- 
drawable on  notice,  should  be  withdrawable  by  notices 
of  such  length  as  will  clearly  distinguish  them  from 
banking  deposits — say  a month. 

Formerly  bonds  were  used  for  such  securities,  because 
they  were  believed  to  be  exempt  from  stamp  duty, 
while  agreements  were  not  exempted  ; but  under  the 
present  law  agreements  are  preferable,  because  the  Act 
enables  them  to  be  so  made  that  a 6d.  stamp  is  sufficient 
whatever  the  sum  secured  may  be,  while  in  a bond  the 
stamp  vaiies  with  the  amount  secured,  the  lowest  stamp 
being  8d.  ; and  an  agreement  may  be  drawn  so  as  to 
make  it  quite  as  good  a security  as  a bond  for  moneys 
lent. 

It  should  be  observed  also  that,  in  practice,  no  in- 
convenience need  be  experienced  from  the  lengtli  of 
notice  required  to  take  away  from  loan  deposits  seemed 
by  such  agreements  the  character  of  banking  business, 
since  the  law  does  not  forbid  the  managers  of  a loan 
department  from  paying  the  moneys  asked  for,  if  they 
choose,  before  the  notice  expires. 


It  follows  from  this  that  the  powers  of  a society 
having  withdrawable  capital  are  limited — 

(1)  To  receiving  on  deposit  small  sums  of  10s.  in  one 
payment,  or  £20  in  the  whole  or  total  investment  of 
one  depositor.  For  this  kind  of  deposit  a simple  pass 
book  will  do,  but  the  respective  amounts  stated  must 
not  be  exceeded. 

(2)  To  obtaining  loans  from  members  or  others — 

{a)  By  mortgage  of  property  ; 

(6)  By  bonds  on  the  security  of  the  society  ; 

(c)  By  simple  agreements  to  repay  on  certain 
conditions. 

The  method  described  as  [a),  mortgage,  is  most 
costly,  requiring  as  it  does  a special  deed  to  be  drawn 
up,  and  should  therefore  only  be  used  in  the  case  of 
large  advances. 

The  method  (6),  bonds,  is  less  costly,  the  stamp  duty 
being  at  the  rate  of  2s.  6d.  per  £1(X),  but  as  the  bond 
would  require  to  be  renewed  or  altered  if  the  amount  of 
advance  was  from  time  to  time  altered  or  increased,  it 
follows  that  this  method  does  not  work  very  well  for 
the  advances  of  small  sums  constantly  varying. 

Method  (c),  agreements,  I therefore  suggest  as  being 
in  every  way  most  suitable  for  societies  generally  to 
adopt  in  dealing  with  their  advances  over  and  above 
their  share  capital.  It  must,  however,  be  borne  in 
mind  that  advances  can  only  be  received  by  societies 
if  allowed  hy  their  rules,  and  in  such  manner  as  therein 
set  forth. 

Knowing  how  extensive  is  the  practice  of  obtaining 
so-called  loans  and  deposits  without  the  societies  giving 
such  security  as  is  required  by  law,  I urge  upon  all 
committees  to  make  this  a matter  for  thorough  inquiry 
in  their  respective  societies,  with  a view  to  placing 
these  investments  on  a sound  and  legal  basis. 

J.  C.  Gray. 
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LOAN  PASS  BOOK. 


Model  Rules  for  Loan  Department. 

1.  Loans  may  be  received  either  from  members  or 
non- members. 

2.  Each  lender  shall  pay  6d.  for  a book  containing  a 
printed  loan  agreement,  signed  by  two  members  of  the 
committee  in  the  name  of  the  society,  and  by  the  lender, 
and  having  a 6d.  agreement  stamp,  also  containing  a 
printed  copy  of  these  rules,  in  which  shall  be  entered  all 

loans  and  repayments. 

3.  Not  more  than  £ shall  be  received  from  any 

lender  in  any  year,  commencing  the  1st  day  of  each 
January,  and  no  account  shall  exceed  £ , exclusive 

of  interest. 

4.  A receipt  stamp  shall  be  affixed  to  all  receipts  or 
payments  of  £2  and  upwards,  in  the  case  of  receipts  at 
the  cost  of  the  society,  and  in  that  of  payments  of  the 
lender.  . 

5.  Interest  at  the  rate  of  £ per  annum  shall  be 
paid  quarterly,  on  such  days  as  the  general  meetings  of 
the  society  fix  from  time  to  time,  on  each  sum  of  £1  for 
each  calendar  month  in  any  quarter  during  which  it 
has  continued  in  account. 

6.  Notice  shall  be  given  by  the  lender  of  all  with- 
drawals. and  by  the  society  of  all  repayments,  according 
to  the  scale  hereto  annexed.  All  sums  so  withdrawn  or 
repaid  shall  be  payable  in  the  week  succeeding  the 
termination  of  the  notice  ; but  the  committee,  at  their 
discretion,  may  pay  any  sum  of  which  notice  of  with-  . 
drawal  has  been  given  by  a lender  at  any  time  after 
the  receipt  of  such  notice. 

7.  All  notices  shall  be  in  the  form  hereto  annexed,  and 
shail  be  made  or  entered  in  a book  kept  by  the  secretary, 
as  the  committee  direct. 
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8.  No  payment  shall  be  receivc'd  or  made  without  the 
production  of  the  loan  book.  Lenders  must  attend 
personally,  if  possible,  when  any  money  is  to  be  with- 
drawn. 

9.  If  a loan  book  is  filled  with  entries  it  shall  be 
delivered  to  the  secretary  of  the  society,  that  the 
balance  may  be  transferred  to  another  book,  for  which 
the  lender  shall  pay  3d. 

10.  The  society  shall  be  in  no  way  affected  by  any 
writing  or  mark  made  in  any  k)an  book,  except  it  is 
made  by  the  secretary  of  the  society  or  some  person 
acting  under  his  authority. 

11.  The  loan  book  must  be  pi*eserved  intact,  and  if 
lost,  torn,  or  cut,  shall  be  replaced  at  the  cost  of  the 
lender  ; and  when  an  account  is  closed  shall  be  given 
up  to  the  society. 


Form  of  Notice  of  Withdrawal  to  be  given  by  a 

Lender  to  the  Society. 

The Society  Limited. 

19 

I hereby  give  notice  to  withdraw  £ on  my  loan 
account  with  the  above-named  society,  in  accordance 
with  the  scale  of  notice  required  by  "the  rules  of  the 
loan  department. 


Signature  of  Lender. 


Form  of  Notice  to  be  given  by  the  Society  to 

THE  Lender. 

The Co-operative  Society  Limited. 

19 

Notice  is  hereby  given  that  the  committee  of  the 
above-named  society  will  repay  you  the  sum  of  £ 
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from  your  loan  account  with  the  society  in  weeks 

from  the  date  of  this  notice,  in  accordance  with  the 
scale  of  notice  recjuired  by  the  rules  of  the  loan  depart- 
ment. 

Signed  on  behalf  of  the  Society, 

Secretarv. 


Scale  of  Notice  Required  for  Withdrawal  and 

Repayment. 

Any  sum  up  to  £5,  two  weeks ; exceeding  £5  and  not 
over  £10,  four  weeks ; and  four  weeks’  additional  notice 
for  every  further  sum  of  £10,  or  fraction  thereof. 

N.B. — Loans  will  be  received  and  jiaid  every 
between  and  , unless  notice  is 

given  to  the  contrary. 

The  secretarv  has  charge  of  the  accounts,  and  will  see 
that  proper  attendance  is  given  at  the  times  appointed 
for  receipts  and  payments. 


Form  of  Loan  Agreement. 

No 

The  Society  Limited. 

This  agreement,  made  the  day  of 

between  the  above-named  society,  of  the  one  part, 
herein  called  the  society,  and  of 

herein  called  the  lender,  which  name  shall  include  the 
executors,  administrators,  or  assigns  of  such  lender. 
Witnesses  as  follows  : — 

1.  In  consideration  of  the  moneys  to  be  paid  to  the 
society  by  the  lender,  from  time  to  time,  the  society 
agrees  with  the  lender — 

( 1 ) On  any  demand  of  the  lender,  made  in  accord- 
ance with  the  rules,  forms,  and  scale  of  notices 
contained  in  this  loan  book,  to  pay  the  lender 
the  sum  so  demanded,  not  exceeding  the  balance 
appearing  to  be  due  upon  the  account  con- 
tained in  such  book,  or  in  any  like  book 
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similarly  numbered  and  signed  issued  in  re- 
placement thereof ; 

(2)  To  pay  interest  upon  the  balance  of  principal 

money  appearing  to  be  due  to  the  lender  on 
such  account,  after  the  rate  and  in  the  manner 
mentioned  in  such  rules  ; 

(3)  In  the  event  of  any  default  being  made  in  any 

such  payment,  to  pay  the  lender  on  demand 
the  balance  then  due  upon  the  said  account 
for  principal  and  inter(ist,  with  all  costs  or 
expenses  whatsoever  which  the  lender  may  be 
put  to  by  reason  of  such  default  ; 

(2)  In  consideration  of  the  above  agreements,  the 
lender  agrees  with  the  society  to  be  bound  by  all  the 
rules  contained  in  the  loan  book  now  issued  : 

In  witness  whereof,  the  undersigned  members  of  the 
committee  of  management  of  the  society,  in  its  name 
and  by  its  authority,  and  the  lender,  have  set  their 
hands  the  year  and  day  first  aforesaid. 


Members 
of  the 
Committee. 


Lender. 


Witness  to  the  above  signatures. 


i 
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Co-operative  Printing  Society  Limited,  118,  Corporation  Street,  Manchester. 
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